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May 20, 1998 N.G1.S.C. Chicago Meeting a4z

THE HONCRABLE DAVI D RUDER, FORVER CHAI RVAN, SECURI TI ES AND
EXCHANGE COWM SSI ON

CHAI RVAN  JAMES: l'd like to begin with you, M.
Ruder .

MR. RUDER: Thank you very nuch, Dean Janes. It is a
pl easure to be here.

The securities markets and ganbling share certain
characteristics. Both involve uncertainty regarding outcone.
For a ganbler this uncertainty is frequently quantified as the
odds that their certain bet will be successful. For an investor
the uncertainty is whether the market will value the investnent
at a higher or lower level over tinme. Thus, both investing and
ganbling invol ve ri sk.

The primary distinction between ganbling, as M.
Leone pointed out, and investing is that an investor purchases an
ownership right in a docunent that has underlying value, such as
stock, while ganbling only involves the right to require another
to neet an obligation to pay. Both ganbling and investing
i nvol ve a variety of products.

Ganbling may involve many different activities
including card playing, dice throwng, horse racing, lottery.
I nvesting may involve the purchase or sale of many different
securities, stocks and bonds and nore conplicated derivative
securities.

The Securities and Exchange Comm ssion regul ates
investing. It does so by regulating the distribution and trading
of securities directly, and with the help of so called regulatory
organi zations, the stock exchanges and the National Association
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of Securities Dealers. The SEC oversees these SROs by approving
their rul es, inspecting them and occasionally inposing
di sci plinary sanctions on them

The Securities Exchange Act of 1934 requires al
brokers and dealers to register with the SEC and becone nenbers
of the NASD or the Securities Exchange. The SEC then adopts
rules, governing the conduct of brokers and their associated
persons and the exchanges in the NASD al so adopt rules relating
to the conduct of their nenbers.

Several aspects of the securities law regulating
distribution of securities offer inportant insights for the
ganbling industry. When corporations sells securities to the
public, they are asking investors to believe that future
prospects for the corporation are good. The primary protection
offered by the federal securities laws is disclosure, rather than
eval uation of the nmerits of proposed investnents. The theory is
that once investors are fully informed, they should be able to
bear the risks and reap the rewards of their investnent
j udgnent s.

The primary device used by the SEC to assure fair
disclosure is to require that corporations selling securities
prepare and distribute a prospectus containing the disclosures.
One of the disclosures involves risk factors involved in the
offering. | maght just read this regulation in part that governs
t his. It requires inclusion of the discussion of the principa
factors that make the offering speculative or one of high risk
These factors nmay be due, anong other things, to such matters as
an absence of operating history of the registrant and the absence
of profitable operation in recent periods, the nature of the
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business in which the registrant is engaged and proposes to
engage or the absence of a previous market for the registrant's
common equity.

| was not asked to nake recommendations to you, but
I'"'m going to do so anyway. I believe that the disclosure
protection of the securities |aws provide an excellent nodel for
ganbl i ng. Those conducting ganbling activities should be
required to mneke adequate disclosures about the risks of
ganbling, including a general warning about the risks of ganbling
and specific disclosure of the odds applicable to each form of
ganbl i ng.

A second area of protection involves investor
sophi sti cati on. When corporations choose to sell securities
W thout registering them the SEC provides protections to those
who are buying the securities. The assunption is that certain
investors, called accredited investors, are sophisticated enough
to seek anple disclosure before investing and sophisticated
enough to understand the significance of information disclosed to
t hem Accredited investors are defined by the Securities and
Exchange Commi ssion to include officers and directors of the
corporation whose securities are being offered, banks, natura
persons with considerable wealth, net worth exceeding $1 mllion.

However, in one of its exenptive rules, the SEC
recogni zes that persons who are not in this category, non
accredited investors, may not be financially sophisticated and
requires that each person who is not an accredited investor,
either alone or wth a purchaser representative, has such
know edge and expertise in financial and business matters that he
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is capable of evaluating the nerits and risks of their
perspective investnent.

This enphasis upon the ability to understand risk
al so provides a good nodel for the ganbling industry. Those who
conduct these ganbling activities should be prevented, in ny
opinion, fromdirecting adverti senents to persons who do not have
t he sophistication to understand ganbling risks.

A third area of protection for investors is under the
doctrine of suitability. The NASD requires their nenbers and
regi stered representatives to deal fairly with their custoners
and also requires that in nmaking recommendations to a custoner,
t he nenber nust have reasonable grounds for believing that the
recomendation is suitable for such custoner and nust make
reasonable efforts to obtain information requiring the custoner's
financial status, tax status and investnent objective. Thi s
suitability requirement is intended to prevent brokers from
inducing their customers to purchase securities that are too
ri sky for them

Again, | think there's a parallel here that may be
inportant in the ganbling area. Consideration should be given to
requiring ganbling sponsors or entities attenpting to persuade
others to engage in ganbling activities, to refrain from
directing advertisenents to potential ganblers who are unable to
bear the financial risk of ganbling | osses.

There's a category of investing involving derivative
instrunments called options, a very conplicated instrunent. Here,
when the risk 1is greater and the instrunents are nore
conplicated, the SEC and the options exchanges have nore
extensive disclosure requirenents. The SEC requires options
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di scl osures and as a result the options exchanges have prepared a
di scl osure docunent regarding risks of option holders and
witers, risks of index options, risks of debt options, risks of
foreign currency options, risks of flexibly structured options
and other risks such as conbination options. This booklet which
is in M. Harris' exhibit called Characteristics and R sks of
St andardi zed Options is a 95-page panphlet containing 31 pages
dealing with risks alone. It's intended to protect the investors
who are involved with this conplicated area of investing.

As noted, ganbling and investing share several common
el ements. Both activities involve elenents of risks that are not
within the control of the participants. Ganbling and investnent
products, by nature, require disclosure in order to be well
understood. Persons engaged in ganbling and investing will have
varying degrees of financial sophistication and ability to bear
the risk.

I n concl usi on, I woul d like to r epeat nmy
recommendations to you, which | nmay say are nade by nme in ny
personal capacity and not as a nenber or forner nenber of the
Securities and Exchange Comm ssion, but they are heartfelt from
my point of view

At a mnimm those conducting ganbling activities
should be required to nake adequate disclosures about the risks
of ganbli ng. Di scl osure should include a general warning about
the risks of ganbling and specific disclosures of the odds
applicable to each form of ganbling. Those conducting ganbling
activities should be required to refrain from directing
advertisenents to prospective ganblers who do not have the
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financial sophistication necessary to understand the ganbling
risk and the financial ability to bear ganbling | osses.

We've seen hints of that with regard to tobacco
advertising in this country and neasures being considered in that
i ndustry. Third, although not a firm recommendation, | think
consideration should be given to finding other ways to protect
those who are either financially unsophisticated or unable to
bear the risk of loss, such as by restricting access to ganbling
establishments or access to certain kinds of ganbling. Thank
you.

CHAI RMAN JAMES: Thank you.
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